Virtually every Strategic Management casebook has an "advice on how to prepare cases" section. Within this section invariably is an admonition to "crunch some numbers " (e.g., ROE, ROA) 
of the world is not that easy. For example, what is a good "like" firm to compare Philip Morris (Altria as of 1/27/03) with? There is none! Microsoft has no "like" firm, nor do Amazon.Com nor eBay, nor arguably most "interesting" firms. This paper will argue that the FORTUNE 500 is an appropriate benchmark for evaluating corporate profitability. We have 48 years (1954 to 2001) of data to use (2002 data should be available about the time that this paper is presented), such that we are able to effectively place a given firm's profitability in proper perspective. In response to those who would say, "using the FORTUNE 500 as a comparison is too generic--it's like comparing a given firm's performance to economic conditions in general," I respond that that is the point! A glance at the FORTUNE 500 "Dupont" ratios will show that corporate profitability does vary with the state of the economy. So what if all of the firms in "Industry X" had ROAs above the FORTUNE 500 average--part of their top management's job is to decide the classic question of "what business are we in" and they came up with the correct answer. Likewise if all of the firms in "Industry Y" have ROAs below the FORTUNE 500 average, we can argue that their collective top management doesn't know the answer at the classic question of "what business are we in?"
Brief History of the FORTUNE 500
In July 1955 FORTUNE came out with what at the time was a rather innovative idea--rank all of the manufacturing firms in the United States by size and list the 500 largest--the elite of American business. Since then the term "FORTUNE 500 firm" has come to mean a firm that is to be taken seriously--one of the "movers and shakers" of the economy.
The first two 500 lists only gave Sales, Assets, and Profits for the firms. It was not until the 1956 data was published in July 1957 that FORTUNE decided to add listings for Shareholder"s Equity. Thus only the first half of the "Dupont" equation can be computed for those years.
Gradually FORTUNE started appending lists of "non-manufacturing" firms to the "main" 500, until in the 1970's they came out with a separate "SERVICE 500." The "Dupont" numbers for some of the industries in the SERVICE 500 were radically different from the FORTUNE 500 especially for Total Asset Turnover and Leverage. But as long as the two 500's were published separately, the long term data comparisons that were valid for most companies were intact.
Then came 1995 and the publication of a combined FORTUNE 500 for 1994. The firms were still ranked by sales revenue, but now all firms--manufacturing and service--were on the same list. Suddenly the 41 year (to that point) data set was no longer valid.
Making Sense of Recent FORTUNE 500s
As the following table shows, the "Dupont" numbers change rather dramatically in 1994. I will call this the "Pure" FORTUNE 500 because it uses the aggregate numbers without any adjustment. Clearly the compatibility within the database became "corrupted" in 1994.
One solution would be to reconstruct the 1994 to-date FORTUNE 500's in the old format. However, it would be difficult to ascertain if we had included the "correct" firms and it can be argued that the inclusion of Transportation, Retailing, Utility, and other diversified service firms makes the FORTUNE 500 a more useful basis for comparison. The incompatibility comes when we mix in the Banks, Insurance Companies and other Financial Institutions. These firms have Income Statements and Balance Sheets that differ markedly from the rest of the corporate world. Now things begin to make a little more sense. While the last 8 years have brought some changes (total asset turnover is lower than ever, leverage is coming back to earth after the wild rise beginning in 1988) things are a little more like we would expect based on pre-1994 data. Let's look at the data in graphical form.
